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Dear Congressman Slattery:

Thank you for your letter on behalf of Mr. Robert weary of the Mid-Anerica
cable Television Association regarding the k;sociation's recc:mrendations for
rate regulation of cable systems that qualify for "small system" treatnent.

As you know, the Coomission adopted rate regulations for cable systems on
April 1, 1993 to inplarent the provisions of the cable Television COnsurrer
Protection and Corrpetition Act of 1992. Pennissible rates will be detenni.ned
by a benchmark fonnula, which is designed to awroximate what the rates would
be for a similar cable system subject to effective coopetition. The fonnula
takes into account the number of subscribers served by a system, number of
total channels, and number of satellite channels and can be calibrated exactly
to system size. Thus, we have taken into account the concerns of small
systems in devising our rate regulation fonnula.

In addition, the Coomission has adopted the same benchmark fonnula for both
basic and cable progranming service tiers. Thus, our regulations will provide
no penalties for small systems that maintain their existing tier structure,
another concern voiced by Mid-America. It is true, however, that under the
1992 cable Act, all services in the basic tier are subject to rate regulation.
At the same tine, nevertheless, non-basic, non-premium services remain subject
to FCC review upon the filing of a cooplaint by a subscriber.

Thank you for your interest in this matter. We are also enclosing a copy of
the press release concerning the rate regulation proceeding, M-1 Docket
No. 92-266.

Sincerely,

rj/~·
James H. Quello-' .-- .....~-'
Olainnan
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PLAN FOR RATE REGULATION OF SMALL INDEPENDENT CABLE SYSTEMS

The Mid-America Cable Television Association, and a

number of smaller independent operators, would like to sec the

FCC modify its reported plan for the regulation of rates of small

independent cable television systems, Most of these systems have

what we refer to as a "fat basic M and are untiered. Thus, for

instance, the system may offer 25 to 30 channels of television

programming all for one monthly charge on an \1n.tiered basitl. If,

as a result of the rate regulation provisions, these systems are
•

forced to tier, this will have a number of adverse consequences.

In the first place, the most serious consequence is that it would

make the subscribers very unhappy. Subscribers can now receive

all of the cable chann~ls except for one or, at the most, two pay

services without a converter on their cable ready television

sets. 'l'his makes it simple for them to operate their sets and

their VCR's without all of the confusion that you have when you

have converters. Tiering would also involve, in most instances,

channel realiqnment which, again, is upsetting to customers.

Finally, it would involve increased costs to modify the systems

80 as to provide for tiering, This increased cost would have to

be passed on to the subscribers. Most of the small systems do

not have a large customer base served by a single headend and,

consequently, their fixed costs are much higher than the larger

systems and most of these operators are doing everything they can

to keep their rates down and have goo~ relations with their

conununities.



It is our understanding that the proposed rules may

provide for a low per ohannel rate oeiling for basic service and

an accompanying rate cap. If this were the case, it would mean

that a small system operatinq 25 or 30 channels on an untiered

basis would have to either reduce rates to a level that would be

unprofitable, or tier their systems, which works to nobody's

benefit.

Our suggestion would be that the average rate that is

permitted for servioe beyond basic service on tiered sys~ems be

used for all of the channels of an untiered small system without

a rate cap of any kind. Thus, for instance, if the per channel

benchmark for a basic rate in a tiered system were 45¢ per

channel and for the seoond tier the rate were 65¢ per channel,

the regulations could provide that the small untiered system

could use the 65¢ rate per channel for all of its channels. This

would produce rates for these smaller independent systems that

would not exceed those of tiered systems and let the systems

continue to operate on an untiered basis.

There should be no opposition to this approach that we

can anticipate. This only affects small systems owned by

independent companies since the large MSO's have already tiered

their systems I large and small. Our subscribers would much

prefer to have the so called simple •• fat basic" service which

includes everything and avoid the complications and expense of

tiering and using converters. The rates achieved by this

approach would not exceed those of the tiered systems and would

probably be less, even though the smaller systems have higher
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fixed costs than do the larger systems. For example, I know of

several smaller systems that provide 25 to 30 channels of

programming at a rate for the non-pay sorvices of $15.50 per

month for 25 to 30 channels of proqramming. The syst.em would

customarily have only one ana at the most two pay channels which

are handled by the uae of traps, not converters.

very user friendly approach at a reduced cost.

This gives a

On t.he other hand, if the rules provide for a low per

channel rate benchmark for basic service and the ~maJI system ha~

only a "fat basic 11 service, this would reduce the rates t.o a.
t

level that would be uneoonomical ana unprofitable and simply

force these small systems to tier to survive. We think it makes

sense from everybody's point of view to avoid this forced

retiering.
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